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good advertisement for the city. It had the additional 
advantage that it could not be stopped by legal proceedings. 

The voluntary subscription, it is obvious, was meant 
merely to supply a temporary need. The question naturally 
arises as to how revenues will be raised in the future. Appar- 
ently there is no strong sentiment in favor of a return to 
the " wet " policy; but even if there were, no vote could be 
taken on the subject till November, 1912. The natural 
tendency is to resort to an increase in the rate of the general 
property tax, securing the needed changes in the city charter. 
It would doubtless be better if the city were to take some 
forward step in taxation, but in falling back on the general 
property tax it is keeping in line with the rest of the state 
and indeed of the country. As long as the average business 
man continues to hold blindly to his belief in the present 
system, there is possibly some reason for the fear that an 
occupation tax, advertised as it doubtless would be by the 
" wet " interests elsewhere, would have some influence, 
for a time at least, in checking the growth of the city. 

Vandbbvebb Cxjstis. 
University op Washington. 



THE WISCONSIN INCOME TAX 

The bill for taxing incomes which was passed by the 
Wisconsin Legislature in June of this year contains some 
novel and interesting features. Its most notable charac- 
teristics may be summarized as follows: — 

(a) The table of rates for individuals differs widely from 
that provided for corporations, and the latter table embodies 
a principle seldom recognized in income taxation. 

(6) The administration of the law is centralized in the 
state tax commission. 

(c) The law practically abolishes the general property 
tax upon intangible personal property and adopts the 
income tax as a substitute. 
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The Wisconsin Income Tax Law was not secured as the 
result of any special agitation or propaganda. It was not 
advocated or even discussed to any great extent in the press 
or by public speakers until within the last year. In April, 
1903, a joint resolution to amend the constitution so as to 
provide for a graduated tax on incomes was introduced in 
the Assembly, and was passed in both houses with but one 
dissenting vote. In 1904 the two dominant political parties 
strongly favored the constitutional amendment in their 
platforms, the democrats going so far as to say, " We pledge 
each and all of the democrats elected to the next legislature 
to support such amendment." 

The amendment should have been published for three 
months prior to the November elections in 1904 and then 
ratified by the next legislature; but through an oversight 
the publication was not made, and the action of the previous 
legislature in passing the amendment was thus nullified. 
In 1905 the resolution was again introduced, tho in some- 
what different form. Section 1, Article VIII, of the con- 
stitution was amended so as to read as follows: — 

The rule of taxation shall be uniform and taxes shall be levied on 
such property as the legislature may prescribe. Taxes may also 
be imposed on incomes, privileges and occupations, which taxes 
may be graduated and progressive and reasonable exemptions may 
be provided. 

The second sentence constituted the amendment, which 
was passed without much debate and by large majorities. 
At the legislative session of 1907 the amendment was agreed 
to, as required by the constitution, there being no dissenting 
votes in the Senate and only one in the house. When the 
question came before the people for ratification at the 
November election in 1908, the amendment was adopted 
by the decisive vote of 85,696 to 37,729. 

The messages of Governor La Follette in 1905 and Gov- 
ernor Davidson in 1907 had strongly favored the amend- 
ment, and no doubt strengthened the popular sentiment 
in its favor. In his message to the legislature of 1909, 
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Governor Davidson treated the subject of the income tax 
at some length. After calling attention to the fact that 
the constitutional amendment had been ratified and that 
the matter had passed " from the realm of discussion to one 
calling for practical legislative consideration ", he expressed 
himself as follows: — 

Since the attempt to reach and tax so-called intangible personal 
property, which is often a source of large revenue to its owner, 
has proven a failure and we are fast approaching a condition where 
the real estate and visible personal property of the citizen shall 
bear the whole burden of taxation, some means must be adopted 
to tax that class of property not now reached under the property 
tax law. 

This quotation fairly reflects the more intelligent popular 
sentiment in favor of the income tax law. The advocates 
of the law seemed to be actuated not so much by any wild 
enthusiasm for the income tax as by a desire to find some 
substitute for the iniquitous personal property tax. The 
surprising thing about this was that the people of the state 
should view with complacency the repeal of the tax on in- 
tangible personal property — a step which usually arouses 
a storm of indignant protest from those who look upon any 
such move as being in the interests of the wealthier classes. 
It must be remembered, however, that for ten years the per- 
manent State Tax Commission had been carrying on a 
campaign of education, by means of their published reports 
and otherwise, which was calculated to bring out in bold 
relief the gross inequalities and general ineffectiveness of 
the tax on intangible personal property. 

At the legislative session of 1909 a tentative bill for an 
income tax was prepared by a member of the State Tax 
Commission, and was introduced in the Assembly on the 
25th of February. In view of the importance of the measure 
it was referred to a special joint committee consisting of 
four assemblymen and three senators, who were to hold 
public meetings during the legislative vacation of two years 
and report a perfected bill to the next legislature. In 
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accordance with this plan public meetings of the committee 
were held in different portions of the state, and criticism 
and discussion of the bill were invited. 

Governor McGovern in his message to the legislature 
of 1911 quoted in full the report of the committee of the 
International Tax Conference, appointed to investigate 
the causes of the failure of the general property tax. He 
discussed the income tax at considerable length and pro- 
posed the substitution of a progressive income tax for the 
personal property tax, " the latter to be abolished at least 
so far as it applies to moneys, credits and intangible personal 
property, concerning the taxation of which it is very clear 
that the present law has completely broken down." 

It would lead too far to attempt to follow the income 
tax bill through all the vicissitudes of the legislative session 
of 1911. A great number of amendments were offered, 
some of them designed to defeat the bill; and a strong 
opposition, representing important manufacturing and com- 
mercial interests, made itself felt. The faults and imper- 
fections of the bill were pointed out, and the legislature 
felt impelled to call for expert assistance in getting the law 
into proper form. Chairman Nils P. Haugen and Professor 
Thomas S. Adams, of the State Tax Commission, and Pro- 
fessor Delos A. Kinsman (author of The Income Tax in the 
Commonwealths of the United States) did valuable service 
in getting the bill into workable shape and eliminating 
many of the more objectionable features. It was largely 
through their efforts that the exemption of personal property, 
which had not appeared in the bill as presented by the 
committee, was eventually made a part of it. The bill 
passed the Assembly June 23, 1911, by a vote of 54 to 25", 
and was concurred in by the Senate June 28 by a majority 
of one, the vote being 15 to 14. 

The Wisconsin Income Tax Law comprises some seven- 
teen pages of closely printed matter in pamphlet form. 
The first third of the law relates to the definition of income, 
deductions, exemptions, and rates; the remainder is devoted 
chiefly to the scheme of administration. Space will not 
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admit of anything more than a condensed summary of the 
principal features of the law. 

Income. — Among the items included in income are the 
rental value of residence property occupied by the owner, 
and profits from the purchase and sale of property acquired 
within three years previous. It is thought by many that 
the latter clause may prove the opening wedge for the in- 
troduction of a full-fledged unearned increment tax. 

Deductions. — The deductions allowed to individuals may 
be outlined briefly as follows: — 

(a) Business expenses (but names and addresses of 
employees receiving salaries of more than $700 must be 
reported) ; 

(6) Losses not compensated by insurance; 

(c) Dividends from firms and corporations which pay 
income tax; 

(d) Interest on indebtedness (name and address of credi- 
tor to be given); 

(e) Interest from exempt bonds; 

(/) Salaries of United States officials; 

(g) Pensions (United States) ; 

(h) Taxes on the property from which income is derived; 

(i) Inheritances, and 

(j) Life insurance to amount of $10,000. 
Deductions corresponding to a, b, c, e, and h above are also 
allowed to corporations. 

Exemptions. — No exemptions are allowed to firms or 
corporations, but there are exemptions of: — 
$800 for a single person; 

$1200 for husband and wife; 
$200 for each child under eighteen years; 
$200 for each additional dependent. 

As originally drawn, the bill provided for exemptions of 
$600 for a single person and $800 for husband and wife; 
but the socialistic element in the legislature demanded much 
higher exemptions, and as its vote was needed in order 
to pass the bill, the sums of $800 and $1200 were finally 
agreed upon as a compromise. The amount of income tax 
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lost by this comparatively slight increase in the amount of 
exemption has been estimated at $500,000. That the 
exemptions in Wisconsin are relatively high may be seen 
by comparison with European income tax laws. In forty 
continental states and countries which levy income taxes 
the average exemption at the foot of the scale approximates 
$150. It is true that in England and her colonies the 
exemptions average as high as in Wisconsin, but the rates 
are largely proportional and much lower upon the average. 

Rates. — The rates prescribed by the Wisconsin law for 
individuals are as follows: — 
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It will be seen that this table has the merit of advancing 
by easy steps up to six per cent. The $1000 classes or 
grades of income, however, are large as compared with 
European countries. For example, Prussia has 17 grades 
before $1000 of taxable income is reached, Austria 23, 
Sweden 29, and Saxe-Coburg-Gotha 31. The table may 
prove misleading at first glance. Each of the first twelve 
thousands is considered separately. While the rate pre- 
scribed for the fifth thousand is two per cent, the tax on 
$5000 would be only $75, or 1}4%- In like manner the 
tax on $12,000 would be, not 5^% of $12,000, but the mean 
of 5}4,% and the preceding percentages, or about 2.95%. 
The effect of this plan is to give a sort of " diffused progres- 
sion " to the rates. Compared with the average rates in 
forty foreign countries, the Wisconsin rates are lower up 
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to about $12,000 of income, and higher from that point 
forward. 

The table of rates for corporations differs materially from 
that for individuals, and, as has been intimated, embodies 
a somewhat novel principle. The rate increases up to six 
per cent by steps of one half of one per cent for every one 
per cent of increase in the percentage which the taxable 
income bears to the assessed valuation of the plant or prop- 
erty from which the income is derived. Thus if the taxable 
income equals one per cent or less of the assessed value of 
the property used and employed in the acquisition of such 
income, the rate of tax is one half of one per cent of such 
income. If the taxable income equals more than one, but 
does not exceed two per cent, of the assessed value of the 
property, etc., the rate is one per cent. If more than two 
but not exceeding three per cent, the rate is one and one 
half per cent. In this manner the rate progresses " until 
the rate of profits equals twelve per cent of such assessed 
value of the property used and employed in the acquisition 
of such income, when such rate shall continue as a propor- 
tional rate of six per cent of such taxable income." 

The theory of this rather complicated and cumbersome 
method is that a corporation which requires a large plant 
in order to make a certain amount of net profit ought to be 
taxed at a lower rate than a corporation which can make 
an equal amount with a smaller investment. The idea 
may have been borrowed from a law passed in Georgia in 
1863, which levied a graduated tax on all profits in excess 
of eight per cent of the capital stock; or, possibly, from a 
recent law in Sweden (passed October 28, 1910) which pro- 
portions the rate of tax on corporations to the percentage 
of profit obtained on the capital. The Wisconsin legislature 
evidently had some doubts as to the constitutionality of 
this method of taxing corporations; for the table of rates 
is followed by a provision that it shall be deemed a separable 
part of the law and, if declared invalid, the rates prescribed 
for individuals shall apply. 

Administration. — This part of the law has been worked 
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out with great care, the committee realizing that the success 
or failure of the law would depend largely upon the manner 
in which it was administered. It was deemed especially 
important that the administration of the tax should be 
entirely removed from political or local influences. To 
carry out this idea, the following general plan was adopted. 

The whole administrative machinery is centralized in 
the permanent state tax commission, a non-political body. 
This commission is given full power to make all necessary 
rules and regulations for the execution and enforcement of 
the law. It has appointed a " Supervisor of Income Tax," 
who is to be at the head of the administration subject to the 
general direction of the commission. The seventy-one 
counties of the state have been divided into forty income 
taxing districts as nearly equal as may be in wealth and 
population, and the commission will appoint an " Assessor 
of Incomes " for each district. These assessors will be 
selected after a rigid civil service examination and without 
regard to their political affiliations. Their appointments 
will be for three years. Their salaries will be fixed by the 
tax commission. They may be authorized to employ neces- 
sary deputies and assistants, and all salaries and expenses 
will be paid by the state. The only limitation upon the 
total amount which can be expended for such purposes is 
the requirement that it shall not exceed five cents for every 
thousand dollars of the state assessment for the preceding 
year. Upon this basis about $147,000 could be expended 
in 1912; but it is hoped that the cost of administration can 
be kept down to about half this sum. 

All corporations are to be assessed directly by the tax 
commission, while all individuals will be assessed by the 
assessors of incomes and their deputies. Corporations 
may be required to make returns whether they have any 
taxable income or not, and both corporations and individuals 
who fail to make returns, when required to do so, or make 
false returns, are subject to severe penalties. No official 
is permitted to divulge or make public the contents of any 
return. 
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Ample provisions are made for reassessment of incomes 
omitted within three years previous, and if the concealment 
of income was with false or fraudulent intent, the original 
rate is doubled for purposes of reassessment. A special 
county board of review, the members of which are appointed 
by the tax commission, will review the assessments of in- 
dividuals, and an appeal is granted from its decision to the 
tax commission. Corporations may appeal from the assess- 
ment made by the tax commission to the circuit court of 
Dane County. 

The income taxes are collected locally. The revenue 
derived from them is apportioned as follows: ten per cent 
to the state, twenty per cent to the county, and seventy 
per cent to the town, city, or village in which the tax was 
assessed. It is probable that the cost of collection will about 
equal the ten per cent which goes to the state, so that prac- 
tically all the net proceeds of the tax are returned to the 
local taxing districts. 

The personal property taxes which are abolished by the 
income tax law are those upon moneys, credits, stocks, 
bonds, personal ornaments, farm, orchard, and garden 
machinery and implements, etc. The annual amount of 
tax which these items represent is about $1,500,000. The 
two chief items of personal property which remain subject 
to the property tax are farm animals and " merchants' and 
manufacturers' stock " ; but some relief is afforded in re- 
spect to them by a provision of the law that personal prop- 
erty tax receipts may be used as cash in paying the income 
tax of the same year. This privilege, together with the 
low rates and high exemptions which the law provides, 
render it highly improbable that the yield of the tax, at 
least for the first year, will meet popular expectations. 

The Wisconsin Income Tax Law marks a radical departure 
in methods of state taxation. It is a most novel and in- 
teresting fiscal experiment. If successful, it will not only 
demonstrate the possibilities of a state income tax as a 
substitute for the personal property tax, but will also show 
the greater economy and effectiveness of a centralized 
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administration. If the courts should hold that any portion 
of it is unconstitutional, the legislature may be relied upon 
to enact a new law with the offending clause omitted or 
changed. If it appears that the rates are too low to raise 
the revenue required, the law will be strengthened in this 
particular. It must be admitted that there are obvious 
defects in the law; but these will be no doubt remedied. 
The people are impatient of obstacles, and the tax reform 
movement has gathered such momentum and is backed 
by such a force of public sentiment that its onward progress 
cannot be stayed. 

Kossuth Kent Kennan. 
Madison, Wis. 



RECENT TAX LEGISLATION IN IOWA 

The tax legislation of 1911 is the most important and 
comprehensive ever enacted on this subject by any one 
General Assembly in Iowa, with the possible exception of 
that of 1872, when the ad valorem system was applied to 
railroads. Aside from a number of minor acts with reference 
to tax exemptions and special tax levies for the destruction 
of noxious weeds, building of roads and bridges, drainage, 
and various other purposes, the following important revenue 
measures were passed: a law providing a flat rate of five 
mills in lieu of the old general property tax on moneys and 
credits; repeal of the tax ferret or tax inquisitor law; a 
careful revision of the collateral inheritance tax law; and, 
finally, the creation of a special tax commission to investigate 
the whole revenue system and make a report to the next 
General Assembly. 

The law abolishing the general property tax and pro- 
viding in lieu thereof a flat rate of five mills is the result of 
at least a quarter of a century of fiscal evolution. The 
taxation of mortgages as an interest in real estate, the total 
exemption of mortgages from taxation, repeal of the law 
granting a deduction of debts from the amount of moneys 



